
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 
* * * * 

In the Matter of: 

JOINT FILING SEEKING AUTHORITY FOR 1 
KENTUCKY WATER S E R V I C E  COMPANY, INC., 1 
TO TRANSFER ITS WATER PLANTS LOCATED 1 
A T  MIDDLESBORO AND AT CLINTON TO T H E  ) CASE NO. 9431 
AQUA CORPORATION AND FOR THE AQUA 1 
CORPORATION TO ISSUE COMMON STOCK 1 
AND TO ASSUME OBLIGATIONS TO MEET ) 
I N D U S T R I A L  REVENUE BONDS DEBT SERVICE ) 

O R D E R  

On August 1, 1985, the Aqua Corporation ("Aqua") filed an 

application in Case No. 9392, The Application of the Aqua 

Corporation ("Aqua") for Authority to Acquire 100 Percent of the 

Common S t o c k  of Kentucky Water Service Company, I n c . ,  ("Kentucky 

Water"). Kentucky Water currently owns  and operates three plants 

in the cities of Somerset, Middlesboro and Clinton. When the 

application in Case No. 9392 was filed, t h e  plan was for Aqua to 

purchase all the stock of Kentucky Water and then, in a separate 

proceeding before the CommissiQn, request approval for Aqua to 

direct K e n t u c k y  Water to s e l l  the Middlesboro and Somerset plants 

to the respective cities. Kentucky Water would still own and 

operate the C l i n t o n  plant. An Order issued on September 9 ,  1985, 

granted spproval for t h e  transfer of ownership of Kentucky Water 

to Aqua. However, since the original filing, the City of 

Middlesboro h a s  changed positions and does n o t  currently intend to 

purchase the Middlesboro p l a n t .  On September 2 3 ,  1 9 8 5 ,  Kentucky 



Water f i l e d  two a d d i t i o n a l  j o i n t  a p p l i c a t i o n s ,  Case No. 9431 and  

Case No. 9 4 3 2 ,  a J o i n t  F i l i n g  S e e k i n g  A u t h o r i t y  for Kentucky  Water 

t o  T r a n s f e r  i t s  Water P l a n t  a n d  A s s o c i a t e d  F a c i l i t i e s  Located a t  

Somerset to  t h e  C i t y  o f  Somerset ("Somerset").  

I n  t h i s  p r o c e e d i n g ,  C a s e  N o .  9431,  Ken tucky  Water and  A q u a  

are r e q u e s t i n g  a p p r o v a l  f o r  Kentucky Water t o  t r a n s f e r  t h e  

Middlesboro and  C l i n t o n  water p l a n t s  to  A q u a ,  i n  a d d i t i o n  t o  

r e q u e s t i n g  a p p r o v a l  for A q u a  t o  issue common stock i n  t h e  amount  

of $ 2 0 0 , 0 0 0 ,  and  f u r t h e r  a u t h o r i z a t i o n  f o r  A q u a  t o  assume t h e  d e b t  

s e r v i c e  o n  I n d u s t r i a l  Revenue Bonds to  b e  i s s u e d  b y  t h e  c i t i e s  o f  

M i d d l e s b o r o  and  C l i n t o n  i n  t h e  amoun t s  of $3 ,000 ,000  and $400,000 

respect ively.  

I n  summary, t h e  c u r r e n t  p l a n s  f o r  t h e  c h a n g e  i n  o w n e r s h i p  

of Ken tucky  Water is for Aqua to  p u r c h a s e  t h e  M i d d l e s b o r o  and 

C l i n t o n  f a c i l i t i e s ,  Case N o .  9431,  t o  e n a c t  t h e  O r d e r  o f  Case No. 

9392 b y  h a v i n g  Aqua p u r c h a s e  1 0 0  p e r c e n t  of t h e  o u t s t a n d i n g  s t o c k  

of Kentucky Water, and  t h e n  h a v e  A q u a  d i r e c t  Ken tucky  Water t o  

sel l  a l l  t h e  Somerset f a c i l i t i e s ,  i n c l u d i n g  i n v e n t o r y ,  to  Somerset 

i n  C a s e  No. 9432.  

T h i s  O r d e r  addresses t h e  Commiss ion ' s  f i n d i n g s  a n d  

d e t e r m i n a t i o n s  o n  i s s u e s  p r e s e n t e d  and  disclosed i n  its 

e x a m i n a t i o n  of Case No. 9 4 3 1 ,  which is Ken tucky  Waterls proposal 

f o r  Aqua  t o  p u r c h a s e  t h e  Middlesboro and  C l i n t o n  E a c l l i t i e a  f rom 

Kentucky Water, i n  a d d i t i o n  t o  A q u a ' s  proposal of i s s u i n g  common 

s t o c k  and Aqua  a s s u m i n g  t h e  d e b t  s e r v i c e  o n  I n d u s t r i a l  Revenue 

Bonds to  be i s s u e d  b y  the c i t i e s  of M i d d l e s b o r o  and C l i n t o n .  
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On O c t o b e r  30 and  31, 1 9 8 5 ,  i n f o r m a l  c o n f e r e n c e s  w e r e  h e l d  

a t  t h e  Commiss ion ' s  off ices  t o  d i s c u s s  t h e  proposals of Ken tucky  

W a t e r ,  A q u a ,  a n d  Somerset. N o  m o t i o n s  to  i n t e r v e n e  i n  this matter 

were filed, n o r  w e r e  there any requests  fo r  a p u b l i c  h e a r i n g .  

COMMENTARY 

Kentucky  Water is owned by 65  shareholders a n d  operates 

t h r e e  p l a n t s  i n  t h e  c o u n t i e s  of P u l a s k i ,  B e l l  and Hickman. The 

t h r e e  p l a n t s  s e r v e  t h e  f o l l o w i n g  number of customers: 

P l a n t  

Somerset 
Middle sboro 
C l i n t o n  

N o .  of C u s t o m e r s  

6 , 3 7 5  
5 , 1 3 9  

77 7 

DISCUSSION OF ISSUES 

Aqua e n t e r e d  i n t o  a n  option to  p u r c h a s e  the M i d d l e s b o r o  and 

C l i n t o n  p l a n t s  w i t h  Ken tucky  Water o n  September 26, 1985.  The 

Middlesboro a n d  C l i n t o n  f a c i l i t i e s  to  be p u r c h a s e d  b y  Aqua  i n c l u d e  

t h e  f o l l o w i n g :  a l l  land, b u i l d i n g s ,  s t r u c t u r e s ,  e a s e m e n t s ,  p l a n t  

f a c i l i t i e s ,  e q u i p m e n t ,  f u r n i t u r e  a n d  f i x t u r e s ,  v e h i c l e s  and  tools, 

wate r  l i n e s ,  s u p p l y  l i n e s  a n d ,  w i t h  t h e  e x c e p t i o n  of mater ia ls  and 

s u p p l i e s  ( i n v e n t o r y ) ,  a l l  o t h e r  m i s c e l l a n e o u s  t a n g i b l e  p r o p e r t y .  

The o p t i o n  expires o n  December 3 1 ,  1985.'  

The I n d u c e m e n t  C o n t r a c t s  e n t e r e d  i n t o  by t h e  C i t y  of 

M i d d l e s b o r o  and Aqua a n d  t h e  C i t y  of C l i n t o n  and  Aqua o n  

O c t o b e r  3 ,  1984, s t a t e  t h a t  t h e  r e s p e c t i v e  c i t i e s  w i l l  make t h e  

f i n a n c i n g  p a a e i b l e  t h r o u g h  t h e  f e a u a n c e  of bond8  and will lend t h e  

proceeds t o  Aqua .  Aqua  a g r e e s  t o  pay t h e  r e s p e c t i v e  c i t i es  t h e  

E x h i b i t  C of t h e  A p p l i c a t i o n .  
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p r i n c i p a l  of and  i n t e r e s t  on  t h e  b o n d s ,  as and  when t h e  same 

become d u e  a n d  payable, u n t i l  a l l  of t h e  b o n d s  have b e e n  re t i red.  

The proposed b o n d s  would n o t  be a general  ob l iga t ion  d e b t  of t h e  

respective c i t i e s ,  but  would be secured o n l y  by a f i r s t  pledge of 

t h e  r e v e n u e s  of t h e  Middlesboro a n d  C l i n t o n  f a c i l i t i e s .  2 

u n d e r  t h e  p r o p o s e d  r e o r g a n i z a t i o n ,  t h e  M i d d l e s b o r o  and  

C l i n t o n  f a c i l i t i e s  w o u l d  be u n d e r  t h e  management  of t h e  p r e s i d e n t  

of Aqua ,  J. David W h i t e h o u s e .  However, s i n c e  t h e  proposal 

i n c l u d e s  K e n t u c k y  Water becoming a wholly-owned s u b s i d i a r y  of 

Aqua, s u b s t a n t i a l l y  t h e  same employees who operate t h e  p l a n t s  now 

w i l l  c o n t i n u e  to  operate them u n d e r  t h e  d i r e c t i o n  of Aqua. 

D u r i n g  t h e  i n f o r m a l  c o n f e r e n c e  h e l d  o n  October 31, 1985, 

t h e  a c c o u n t a n t  f o r  A q u a  and Kentucky  Water, C h a r l e s  S t i v e r s  w i t h  

t h e  f i r m  Eskew and  G r e s h a m  PSC, s t a t e d  t h a t  h e  was aware of t h e  

Commiss ion ' s  g e n e r a l  p rac t ice  i n  t h e  pas t  of n o t  a l l o w i n g  

a m o r t i z a t i o n  of the a c q u i s i t i o n  a d j u s t m e n t  for r a t e - m a k i n g  

purposes. I f  Aqua chooses t o  proceed with the p u r c h a s e ,  it m u s t  

do so with n o  assurance t h a t  t h e  amort izat ion of t h e  a c q u i s i t i o n  

a d j u s t m e n t  or c a p i t a l  cost associated w i t h  t h e  a c q u i s i t i o n  

a d j u s t m e n t  w i l l  be allowed for r a t e - m a k i n g  p u r p o s e s .  I n  t h e  n e x t  

rate case, if Aqua proposes t o  recover t h e  p l a n t  a c q u i s i t i o n  

a d j u s t m e n t ,  i n  r e s o l v i n g  t h e s e  i s s u e s  t h e  Commission w i l l  base i ts  

d e c i s i o n  o n  s u c h  fac tors  i n c l u d i n g ,  b u t  n o t  l i m i t e d  to ,  t h e  

f o l l o w i n g :  1) n e g o t i a t e d  price paid;  2 )  improvements i n  quality 

of service; 3 )  t h e  i n i t i a l  i n v e s t m e n t  per c u s t o m e r ,  based o n  t h e  

I n d u c e m e n t  C o n t r a c t s ,  E x h i b i t  D of t h e  A p p l i c a t i o n .  
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n e g o t i a t e d  price;  4 )  t h e  cost  i n v o l v e d  i n  r e s t o r i n g  t h e  s y s t e m  t o  

r e q u i r e d  s t a n d a r d s ;  5 )  t h e  p o t e n t i a l  t o  add a d d i t i o n a l  c u s t o m e r s  

t h r o u g h  a c q u i s i t i o n ;  6 )  o p e r a t i o n a l  e c o n o m i c s ;  7 )  t h e  t o t a l  

f a c i l i t i e s  i n v o l v e d  i n  t h e  p u r c h a s e ,  i n c l u d i n g  b o t h  u t i l i t y  and  

n o n - u t i l i t y  p r o p e r t y ;  8 )  the short- and long-run economic 

b e n e f i t s  of t h e  a c q u i s i t i o n  a t  a pr ice  i n  excess of n e t  book; and 

9 )  o v e r a l l  b e n e f i t s  to  e x i s t i n g  and new c u s t o m e r s .  

FINDINGS 

The Commission,  h a v i n g  c o n s i d e r e d  t h e  e v i d e n c e  of record 

and b e i n g  a d v i s e d ,  is of t h e  o p i n i o n  and  f i n d s  t h a t :  

1. A q u a  is r e a d y ,  w i l l i n g  and a b l e  t o  p u r c h a s e  and  operate 

t h e  Middlesboro and C l i n t o n  f a c i l i t i e s  c u r r e n t l y  owned b y  Kentucky 

Water. F u r t h e r m o r e ,  t h e  s t o c k h o l d e r s  of Ken tucky  Water are  r e a d y ,  

w i l l i n g  and  able to  s e l l ,  inasmuch as t h e y  w i s h  to  d i v e s t  

t h e m s e l v e s  of t h e  o w n e r s h i p  and  o p e r a t i o n  of these f a c i l i t i e s .  

2. The q u a l i t y  of s e r v i c e  to  t h e  p r e s e n t  customers of 

these f a c i l i t i e s  w i l l  n o t  s u f f e r  i n  t h a t  Ken tucky  Water 's  

employees will c o n t i n u e  to  operate t h e  f a c i l i t i e s  u n d e r  t h e  

d i rect ion of A q u a ,  s i n c e  it is p r o p o s e d  t h a t  Kentucky Water w i l l  

become a wholly-owned s u b s i d i a r y  of A q u a  (Case No. 9 4 3 2 ) .  

3. The agreed-upon purchaar? pr ice  for t h e  Middlesboro and  

C l i n t o n  f a c i l i t i e s  is $2,878,000, which was determined through 

ncgotiatlone be tween  t h e  s t o c k h o l d e r s  of Ken tucky  Water and t h e  

d i rectors  a n d  officers of A q u a .  

4 .  A q u a  h a s  f i l e d  w i t h  t h e  Commission i ts  A r t i c l e s  of 

I n c o r p o r a t i o n .  
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5 .  Aqua requested, and the Commission approves, the 

initial issue of common stock up to the amount of $200,000 

comprised of 2,000 shares of no-par value common s t o c k  to be sold 

at $100 per share. 

6. Aqua s h o u l d  maintain its books of account in accordance 

with the Uniform System of Accounts for  Water Utilities prescribed 

by this Commission. Accounting €or an acquisition includes: 

a. Recording the utility plant acquired at its 

original cost to the person first devoting it to public service, 

estimated if not known, in the appropriate utility plant in 

service accounts: 

b. Crediting t h e  requirements for accumulated 

provision for depreciation and amortization applicable to the 

original  cost of the properties acquired to the appropriate 

account for Accumulated Provision for Depreciation and 

Amortization; 

c. Transferring t h e  cost of any non-utility property 

to Account No. 121--Non-Utility Property: 

d. Crediting contributions in aid of construction, 

estimated i f  not known, to Account No. 271-Contributions in Aid 

of Construction; and 

e. Including in Account No. 108--Utility Plant 

Acquisition Adjustment, any difference between the purchase price 

and the original cost of the utility plant and non-utility 

property less the amounts credited to Accumulated Depreciation and 

Amortization Reserves and Contributions in Aid of Construction. 

-6- 



7 .  The  g r a n t i n g . o f  approval o f  t h e  t r ans fe r  of t h e  two 

p l a n t s  i n  t h i s  p r o c e e d i n g  does n o t  c o n s t i t u t e  a p p r o v a l  of t h e  

j o u r n a l  e n t r i e s  to  be r e c o g n i z e d  upon t h e  t r a n s f e r .  The proposed 

j o u r n a l  e n t r i e s  f i l e d  November I, 1 9 8 5 ,  a r e  n o t  i n  c o n f o r m i t y  w i t h  

t h e  Uni form Sys tem of A c c o u n t s  a n d / o r  w i t h  t h e  C o m m i s s i o n ' s  

r a t e m a k i n g  p r o c e d u r e s .  A p p r o v a l  o f  t h e s e  j o u r n a l  e n t r i e s  c o u l d  be 

t h e  s u b j e c t  of f u t u r e  O r d e r s  if t h e  Commission so d e t e r m i n e s .  

8 .  The j o u r n a l  e n t r i e s  t o  be r e c o g n i z e d  b y  Ken tucky  W a t e r  

and  Aqua,  d u e  to  t h e  proposals, s h o u l d  be f i l e d  w i t h  t h e  

Commission w i t h i n  20 d a y s  of t h e  t r a n s f e r .  

9. Where l e g a l  and  proper €or g e n e r a l  a c c o u n t i n g  purposes, 

t h i s  a c q u i s i t i o n  t r a n s a c t i o n ,  i f  n o t  a t  "book v a l u e , "  c a n  e i t he r  

i n c r e a s e  or decrease t h e  debt  a n d / o r  e q u i t y  o n  t h e  u t i l i t y ' s  

books. T h e r e f o r e ,  Aqua is h e r e b y  apprised t h a t ,  i n  i t s  n e x t  ra te  

case, i t  w i l l  h a v e  t h e  b u r d e n  o f  p r o o f  of demonst ra t ing  why 

i n t e r e s t  c h a r g e s  o n  d e b t  t h a t  exceed t h o s e  c h a r g e s  w h i c h  wou ld  

h a v e  b e e n  i n c u r r e d  t o  f i n a n c e  t h e  o r i g i n a l  cost  of p l a n t  i n  

service, e x c l u d i n g  a n y  acqu i s i t i on  a d j u s t m e n t  less accumulated 

d e p r e c i a t i o n  and  c o n t r i b u t i o n s  i n  a i d  of c o n s t r u c t i o n ,  s h o u l d  be 

a l l o w e d  for  r a t e - m a k i n g  purposes. I t  w i l l  a l s o  h a v e  t h e  b u r d e n  of 

proof cf d e m o n s t r a t i n g  why a r e t u r n  o n  e q u i t y  or a m o r t i z a t i o n  of 

a n  a c q u i s i t i o n  a d j u s t m e n t  t h a t  r e s u l t e d  f rom t h i s  t r a n s a c t i o n  

s h o u l d  be a l l o w e d  for r a t e - m a k i n g  p u r p o s e s .  

10. A q u a  s h o u l d  a d o p t  t h e  e x i s t i n g  ra tes ,  r u l e s  and  

r e g u l a t i o n s  f i l e d  w i t h  and  a p p r o v e d  b y  t h e  Commission for Ken tucky  

Water. 
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11. Aqua w i l l  f i n a n c e  t h e  p u r c h a s e  t h r o u g h  p r o c e e d s  from 

I n d u s t r i a l  Revenue Bonds a c t u a l l y  to be i s s u e d  by the c i t i e s  of 

Middlesboro and C l i n t o n  i n  t h e  amounts of $3,000,000 and $400,000 

r e s p a c t i v e l y .  The bonds w i l l  be a m o r t i z e d  over 15 years a t  a 

f i x e d  ra te  of 9 . 2 5  p e r c e n t  f o r  10 y e a r s .  Aqua  w i l l  assume  t h e  

deb t  s e r v i c e  o n  t h e  bonds.  The proceeds of t h e  bonds w i l l  be used 

for purchase  of f a c i l i t i e s  i n  t h e  amount of  $ 2 , 8 7 8 , 0 0 0 f  bond 

i s s u a n c e  costs of $125,000. and rehabi l i ta t ion  fund r e q u i r e m e n t s  

Of $397,000. 

12. Rentucky SSrViCe should f i l a  a f ina l  Annual Report 

r e f l e c t i n g  t h e  r e s u l t s  of its o p e r a t i o n s  for t h e  period from 

January  1, 1985, through the  date of c l o s i n g .  

IT IS THEREFORE ORDERED t h a t t  

1. The t r a n s f e r  of Kentucky Water's Middlesboro and 

C l i n t o n  fac i l i t i es  to Aqua be and it h e r e b y  is approved  s u b j e c t  to 

t h e  c o n d i t i o n s  se t  f o r t h  p r e v i o u s l y  in t h e  f i n d i n g s  of t h i s  O r d e r .  

2. The f i n a n c i n g  of $ 3 f 4 0 0 , 0 0 0  as d e s c r i b e d  i n  Find ing  

No. 11 be and it hereby is approved ,  subject to Aqua's f i l i rg  a nlan to 

s& the rehabilitatfan funds. 

3. I n  f u t u r e  rate cases, t h e  allowable costs,  both 

cap i t a l  and expense ,  associated w i t h  t h i s  t r a n s f e r  w i l l  be 

de te rmined  i n  a c c o r d a n c e  w i t h  F ind ing  No. 9. 

4 .  Aqua s h a l l  a c c o u n t  for t h i s  t r a n s f e r  i n  a c c o r d a n c e  

w i t h  t h e  Uniform System of Accounts  for Water U t l l i t i e s  prescribed 

by t h i s  Commission as described i n  F i n d i n g  N o .  6 .  

5 .  Kentucky Water and A q u a  s h a l l  f i l e  t h e  r e q u i r e d  

journal e n t r i e s  i n  a c c o r d a n c e  w i t h  F ind ing  No. 8. 
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6 .  A q u a  s h a l l  a d o p t  t h e  e x i s t i n g  rates ,  rules and  

r e g u l a t i o n s  f i l e d  w i t h  and  a p p r o v e d  b y  t h e  C o m m i s s i o n  for Kentucky 

Water. 

7. The i n i t i a l  i s s u a n c e  of common s t o c k  by Aqua as 

d e s c r i b e d  i n  F i n d i n g  N o .  5 be a n d  it h e r e b y  is a p p r o v e d .  

8 .  Kentucky Water s h a l l  f i l e  an  Annual  Report  f o r  t h e  

p a r t i a l  y e a r  1985 i n  a c c o r d a n c e  w i t h  F i n d i n g  N o .  12. 

9. N o t h i n g  c o n t a i n e d  h e r e i n  s h a l l  b e  deemed a w a r r a n t y  

o r  f i n d i n g  of v a l u e  of secur i t ies  a u t h o r i z e d  h e r e i n  o n  t h e  p a r t  of 

the Commonwealth of Kentucky or a n y  a g e n c y  t h e r e o f .  

Done a t  F r a n k f o r t ,  Ken tucky ,  t h i s  15th by of mer, 1985. 

PUBLIC SERVICE COMMISSION 

Chairman 

ATTEST : 

S e c r e t a r y  


